17.203

(2) Market prices for the supplies or
services involved are likely to change
substantially; or

(3) The option represents known firm
requirements for which funds are avail-
able unless (i) the basic quantity is a
learning or testing quantity and (ii)
competition for the option is impracti-
cable once the initial contract is
awarded.

(d) In recognition of (1) the Govern-
ment’s need in certain service con-
tracts for continuity of operations and
(2) the potential cost of disrupted sup-
port, options may be included in serv-
ice contracts if there is an anticipated
need for a similar service beyond the
first contract period.

[48 FR 42231, Sept. 19, 1983, as amended at 53
FR 17858, May 18, 1988; 56 FR 15150, Apr. 15,
1991; 60 FR 42656, Aug. 16, 1995]

17.203 Solicitations.

(a) Solicitations shall include appro-
priate option provisions and clauses
when resulting contracts will provide
for the exercise of options (see 17.208).

(b) Solicitations containing option
provisions shall state the basis of eval-
uation, either exclusive or inclusive of
the option and, when appropriate, shall
inform offerors that it is anticipated
that the Government may exercise the
option at time of award.

(c) Solicitations normally should
allow option quantities to be offered
without limitation as to price, and
there shall be no limitation as to price
if the option quantity is to be consid-
ered in the evaluation for award (see
17.206).

(d) Solicitations that allow the offer
of options at unit prices which differ
from the unit prices for the basic re-
quirement shall state that offerors
may offer varying prices for options,
depending on the quantities actually
ordered and the dates when ordered.

(e) If it is anticipated that the Gov-
ernment may exercise an option at the
time of award and if the condition
specified in paragraph (d) above ap-
plies, solicitations shall specify the
price at which the Government will
evaluate the option (highest option
price offered or option price for speci-
fied requirements).

(f) Solicitations may, in unusual cir-
cumstances, require that options be of-
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fered at prices no higher than those for
the initial requirement; e.g., when (1)
the option cannot be evaluated under
17.206, or (2) future competition for the
option is impracticable.

(g) Solicitations that require the of-
fering of an option at prices no higher
than those for the initial requirement
shall—

(1) Specify that the Government will
accept an offer containing an option
price higher than the base price only if
the acceptance does not prejudice any
other offeror; and

(2) Limit option quantities for addi-
tional supplies to not more than 50 per-
cent of the initial quantity of the same
contract line item. In unusual cir-
cumstances, an authorized person at a
level above the contracting officer may
approve a greater percentage of quan-
tity.

(h) Include the value of options in de-
termining if the acquisition will exceed
the World Trade Organization Govern-
ment Procurement Agreement or Free
Trade Agreement thresholds.

[48 FR 42231, Sept. 19, 1983, as amended at 53
FR 27464, July 20, 1988; 58 FR 31141, May 28,
1993; 59 FR 545, Jan. 5, 1994; 64 FR 72419, Dec.
27, 1999; 69 FR 1053, Jan. 7, 2004; 69 FR 77872,
Dec. 28, 2004]

17.204 Contracts.

(a) The contract shall specify limits
on the purchase of additional supplies
or services, or the overall duration of
the term of the contract, including any
extension.

(b) The contract shall state the pe-
riod within which the option may be
exercised.

(c) The period shall be set so as to
provide the contractor adequate lead
time to ensure continuous production.

(d) The period may extend beyond the
contract completion date for service
contracts. This is necessary for situa-
tions when exercise of the option would
result in the obligation of funds that
are not available in the fiscal year in
which the contract would otherwise be
completed.

(e) Unless otherwise approved in ac-
cordance with agency procedures, the
total of the basic and option periods
shall not exceed 5 years in the case of
services, and the total of the basic and
option quantities shall not exceed the

336



Federal Acquisition Regulation

requirement for 5 years in the case of
supplies. These limitations do not
apply to information technology con-
tracts. However, statutes applicable to
various classes of contracts, for exam-
ple, the Service Contract Act (see
22.1002-1), may place additional restric-
tions on the length of contracts.

(f) Contracts may express options for
increased quantities of supplies or serv-
ices in terms of (1) percentage of spe-
cific line items, (2) increase in specific
line items, or (3) additional numbered
line items identified as the option.

(g) Contracts may express extensions
of the term of the contract as an
amended completion date or as addi-
tional time for performance; e.g., days,
weeks, or months.

[48 FR 42231, Sept. 19, 1983, as amended at 54
FR 5055, Jan. 31, 1989; 61 FR 41470, Aug. 8,
1996]

17.205 Documentation.

(a) The contracting officer shall jus-
tify in writing the quantities or the
term under option, the notification pe-
riod for exercising the option, and any
limitation on option price under
17.203(g); and shall include the jus-
tification document in the contract
file.

(b) Any justifications and approvals
and any determination and findings re-
quired by part 6 shall specify both the
basic requirement and the increase per-
mitted by the option.

[48 FR 42231, Sept. 19, 1983, as amended at 50
FR 1742, Jan. 11, 1985; 50 FR 52429, Dec. 23,
1985]

17.206 Evaluation.

(a) In awarding the basic contract,
the contracting officer shall, except as
provided in paragraph (b) of this sec-
tion, evaluate offers for any option
quantities or periods contained in a so-
licitation when it has been determined
prior to soliciting offers that the Gov-
ernment is likely to exercise the op-
tions. (See 17.208.)

(b) The contracting officer need not
evaluate offers for any option quan-
tities when it is determined that eval-
uation would not be in the best inter-
ests of the Government and this deter-
mination is approved at a level above
the contracting officer. An example of
a circumstance that may support a de-

17.207

termination not to evaluate offers for
option quantities is when there is a
reasonable certainty that funds will be
unavailable to permit exercise of the
option.

[53 FR 17858, May 18, 1988]

17.207

(a) When exercising an option, the
contracting officer shall provide writ-
ten notice to the contractor within the
time period specified in the contract.

(b) When the contract provides for
economic price adjustment and the
contractor requests a revision of the
price, the contracting officer shall de-
termine the effect of the adjustment on
prices under the option before the op-
tion is exercised.

(c) The contracting officer may exer-
cise options only after determining
that—

(1) Funds are available;

(2) The requirement covered by the
option fulfills an existing Government
need;

(3) The exercise of the option is the
most advantageous method of fulfilling
the Government’s need, price and other
factors (see paragraphs (d) and (e)
below) considered; and

(4) The option was synopsized in ac-
cordance with part 5 unless exempted
by 5.202(a)(10) or other appropriate ex-
emptions in 5.202.

(d) The contracting officer, after con-
sidering price and other factors, shall
make the determination on the basis of
one of the following:

(1) A new solicitation fails to produce
a better price or a more advantageous
offer than that offered by the option. If
it is anticipated that the best price
available is the option price or that
this is the more advantageous offer,
the contracting officer should not use
this method of testing the market.

(2) An informal analysis of prices or
an examination of the market indi-
cates that the option price is better
than prices available in the market or
that the option is the more advan-
tageous offer.

(3) The time between the award of
the contract containing the option and
the exercise of the option is so short
that it indicates the option price is the

Exercise of options.
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